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Introductory Section

Providing Real Opportunities for Maximizing In-State Student Excellence

These are exciting times for education in West
Virginia. ACT scores of our students continue to
improve, and the number of board-certified teachers
has increased by 57% in two years. Governor Bob
Wise funded the PROMISE Scholarship Program in
2001, awarding $10.1 million in scholarships to nearly
3,500 students in West Virginia its first year and
keeping more students in West Virginia. In fact, the
percentage of students going-out-of-state is at its
lowest point in the last five years.
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WV Toll-Free: 1-888-680-PEIA @ Phone: 1-304-558-7850 @ Fax: 1-304-558-2516 @ Internet: www.wvpeia.com
December 29, 2003

The Honorable Bob Wise, Governor
State of West Virginia

Mr. Tom Susman, Acting Cabinet Secretary
West Virginia Department of Administration

Mr. Tom Susman, Director
West Virginia Public Employees Insurance Agency

Gentlemen:

It is a privilege to submit to you the Comprehensive Annual Financial Report of the West
Virginia Public Employees Insurance Agency (PEIA) for the fiscal year ended June 30, 2003.
This report was prepared by the office of the PEIA Chief Financial Officer. Responsibility for
both the accuracy of the data presented and the completeness and fairness of the presentation,
including all disclosures, rests with the management of PEIA. To the best of our knowledge, the
data is accurate in all material respects and is reported in a manner designed to present fairly the
financial position and results of operations of the various funds, account groups and component
units of the State. All disclosures necessary to enable the reader to gain an understanding of
PEIA’s financial activities have been included.

The Comprehensive Annual Financial Report is presented in three sections: introductory,
financial and statistical. This introductory section contains this transmittal letter, a list of the
principal officials of PEIA and PEIA’s organizational chart. The financial section includes the
financial statements and auditor’s opinion, as well as certain required supplementary information
as described in more detail in the table of contents. The statistical section includes selected
financial, economic and demographic data for PEIA.

PEIA was established under the Public Employees Insurance Act of 1971, to provide hospital,
surgical, group major medical, prescription drug, group life, and accidental death and
dismemberment insurance coverage to eligible employees; and to establish and promulgate rules
for the administration of these plans. Benefits are made available to all active and retired
employees of the State of West Virginia and various related State agencies and local
governments. Participants may elect health insurance coverage through a fully self-insured
preferred provider benefit plan (PPB) or through external managed care organizations (MCO).
Additionally, all participants may elect to purchase additional life insurance under the optional
life insurance policy.

State Capitol Complex @ Building 5, Room 1001 ® 1900 Kanawha Boulevard, E. ® Charleston, WV 25305-0710
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As noted in previous years, PEIA is required to adjust the State employer and State
employee aggregate cost sharing percentages. These adjustments must occur in fiscal
years 2002 through 2006 with the required ratio established for fiscal year 2007. The
adjustments will result in a change in the plan’s contribution level of State employers and
State employees from the original 90% from State employers and 10% from the State
employees, to 80% from employers and 20% from employees. The following chart depicts
an updated percentage of contribution levels due to various factors such as enrollment
fluctuations and plan migration.

Employer/Employee Contribution Increases
(in thousands)

FY 2002 FY 2003 | FY 2004 | FY 2005 | FY 2006
State Employer N/A N/A 42,000 8,000 57,000
State Employee N/A N/A 14,800 0 21,200
Total N/A N/A 56,700 8,000 64,200
State Employer Share 86 % 83% 82% 82% 81%
State Employee Share 14% 17% 18% 18% 19%

The PEIA Finance Board is required to develop five-year financial plans each fall that
begin with the next fiscal year commencing in July. The financial plan must incorporate a
mandated reserve fund equal to 10% of total forecast plan expenses for that fiscal year.
The fiscal year 2003 year-end PEIA reserve (net assets) did meet the mandated 10%
reserve requirement. The year-end reserve was 16% of total plan costs. The current
financial plan forecasts PEIA meeting the 10% reserve requirement for fiscal years 2004
through 2008.

PEIA is reported as an enterprise fund in the State of West Virginia’s Comprehensive
Annual Financial Report. After applying the criteria set forth in generally accepted
accounting principles, PEIA management has determined there are no organizations that
should be considered component units of PEIA.

OUTLOOK FOR THE FUTURE

Fiscal year 2003 entailed favorable claims cost trends relative to the previous two fiscal
periods. Due to these favorable trends, PEIA completed fiscal year 2003 with a change in
net assets of $33.9 million. The current financial plan includes the following trend
assumptions for fiscal year 2004:

Claim Type FY 2004 Trend Assumptions
Non-Medicare — Medical 10.0%
Non-Medicare — Drugs 22.5%
Medicare — Medical 6.5%
Medicare — Drugs 20.5%

West Virginia Public Employees Insurance Agency 2
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Even with the above trend assumptions, the fiscal year 2004 premium increases, as
currently projected, provide revenues sufficient to produce a $40.3 million change in net
assets for fiscal year 2004. If this is achieved, the resulting plan reserve would
approximate $116 million. Consequently, the FY 2005 financial plan did not include an
increase for PEIA’s largest demographic, the State Fund employees. However, during the
financial plan hearings, PEIA advised employees that this is a temporary stay on premium
increases and subsequent increases will be required.

This is evident with the new financial plan. With only a modest state employer increase of
$8 million, a $5 million increase for our smallest risk pool and the trends listed below, the
change in net assets is forecasted to be ($15.2) million for FY 2005.

Claim Type FY 2005 Trend Assumptions
Non-Medicare — Medical 10.5%
Non-Medicare — Drugs 23.0%
Medicare — Medical 7.0%
Medicare — Drugs 21.0%

In today’s healthcare insurance industry environment, minimal premium increases do not
offset current trends.

Although current results are favorable, medical and drug costs continue to increase at an
unparalleled pace. With PEIA’s aging demographic, the plan must continue to explore
various methodologies to provide healthcare to our policyholders at an affordable
premium. As the fiscal results show in this report, PEIA was able to mitigate the effects of
rising costs in FY 2003. This was accomplished by the major initiatives outlined in last
years report such as the Medicaid transfer and the multi-state drug-purchasing plan RxIS.
PEIA must continue these initiatives and explore others in the future.

MAJOR INITIATIVES

One of fiscal year 2003’s major initiatives dealt with a transfer of funds that PEIA is
normally the recipient of to instead be transferred to the West Virginia Bureau for Medical
Services — Medicaid Program (Medicaid). This would allow Medicaid to receive federal
matching on the revenue, increase hospital reimbursement, and allow PEIA to lower its
hospital reimbursement. Medicaid received approval from the Center for Medicare and
Medicaid Services and PEIA successfully implemented the Medicaid transfer initiative
retroactively effective November 2002.

This initiative saved PEIA approximately $11.5 million in reduced inpatient hospital
claims for fiscal year 2003. The West Virginia Legislature approved the transfer for 3
fiscal years. PEIA will seek to have this transfer extended due to its success thus far.
Additionally, all interested parties, including the WV Hospital Association will continue to
monitor its overall affect on WV hospitals.

West Virginia Public Employees Insurance Agency 3
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Also one of last years major initiatives was PEIA’s development of a multi-state drug
purchasing program known as RxIS. This drug purchasing agreement provided PEIA an
11% drug trend for fiscal year 2003. This is 12 percentage points below the 23% trend
projected for fiscal year 2003. Granted, this is a one-time trend reduction, but the contract
resulted in savings for fiscal year 2003. The most notable saving from the RxIS contract
was due to PEIA’s increase in manufacturer’s formulary rebates. PEIA saw an
approximate 200% increase in rebates. PEIA’s rebates represented approximately 11% of
its drug claim spend in fiscal year 2003. PEIA’s current initiative regarding RxIS is to
continue diligent enforcement of this contract to ensure future savings.

PEIA is currently exploring an innovative methodology for health care utilization
management known as care coordination. Currently, PEIA identifies case management
policyholders after certain procedures occur. This can result in thousands of dollars spent
prior to utilization management intervention. The new methodology will attempt to
identify case management candidates with chronic and potentially expensive disease states
before their health deteriorates and expensive treatment is necessary. Using claims
information, PEIA will flag certain claim codes that are commonly identified with chronic
disease states. Once identified, candidates will be contacted for potential case
management.

Another program currently in the implementation stage is a pilot project for diabetic
patients in six counties. The pilot project will attempt to mirror the well-known Asheville,
NC diabetes program. In essence, diabetic patients will obtain discounts to diabetes related
health care services and prescription drugs if they participate in monthly educational
sessions with their community pharmacists. PEIA anticipates this program will
significantly increase the overall health of our diabetic members and lower plan costs. If
successful, the pilot program will be extended to PEIA’s entire enrollment.

PEIA is in its third year of a tobacco user premium differential. Premiums for tobacco
users is now $15 more for single coverage and $30 more for all others per month. PEIA
anticipates holding the differential for fiscal year 2005 at its current level.

The funding of retirees’ health insurance is a continuing issue with PEIA and the State of
West Virginia. In fiscal year 2003, the retirees’ claims subsidy was $79 million, 65% of
the retiree plan’s costs. The current finance plan forecast the subsidy reaching $184
million by fiscal year 2008.

FINANCIAL HIGHLIGHTS

The financial statements of PEIA have been prepared on an accrual basis in conformity
with generally accepted accounting principles for governmental entities as prescribed or
permitted by the Governmental Accounting Standards Board (GASB).

Internal control and budgetary control

PEIA’s management is responsible for establishing and maintaining internal controls
designed to ensure that the assets of PEIA are protected from loss, theft or misuse and to
provide that financial statements are prepared in conformity with generally accepted

West Virginia Public Employees Insurance Agency 4
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accounting principles (GAAP). Internal controls are designed to provide reasonable
assurance that these objectives are met. The concept of reasonable assurance recognizes
that the cost to administer the control should not exceed the benefits derived from the
control.

An annual budget is prepared each fiscal year to be used by management for planning and
evaluating performance.

Financial performance and forecasts

The PEIA had a change in net assets for fiscal year 2003 of $33,932,555 resulting in an
end of year net asset amount of $76,171,461. The plan had significant increases in
premium revenues and claims expense. For further details regarding PEIA’s financial
condition, please see the Management’s Discussion and Analysis section in the financial
section beginning on page 13 that incorporates a narrative introduction, overview and
analysis of the financial statements.

The current plan design and funding mechanism under the baseline projection model
forecasts the following results over the next five years:

FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
$40,257,957 | (§15,176,420) | ($12,272,320) | $8,607,052 | $16,358,205

General government functions

The primary function of PEIA is paying insurance claims for its beneficiaries which are
financed through employer and employee contributions as illustrated below:

FY 2003

83%

B Employer ll Employee

West Virginia Public Employees Insurance Agency 5
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Administrative expenses include payments to third party administrators and the wages and
benefits of PEIA employees.

FY 2003
Other:
Other Salaries =
1.64% 50%

/\ Fringe
—< Benfits =

ASO Fees 09%
3.52% Contractual =
Claims 7
94.84 % i
Misc. = .48%

Proprietary operations

As previously noted, PEIA is reported as an enterprise fund in the State of West Virginia’s
Comprehensive Annual Financial Report. It is PEIA’s intent to cover operating costs
through user charges in the form of insurance premiums to employers and employees who
participate in the plan.

Cash management

Cash and cash equivalents are managed by the West Virginia Investment Management
Board. In addition, PEIA has funds on deposit with a local financial institution for
payment of claims processed by PEIA’s third party administrators. Cash in these accounts
are the assets of PEIA until such time as claims are paid.

Risk management
PEIA was established to provide the following employee benefits to the State of West

Virginia employees and their dependents: hospital, surgical, group major medical, basic
group life, accidental death, and prescription drug insurance coverage.

OTHER
Independent audit

PEIA is required by the Financial Accounting and Reporting Section of the Department of
Administration to have an annual independent audit. The firm of Ernst & Young, LLP was

West Virginia Public Employees Insurance Agency 6
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selected to perform the audit for fiscal year ended June 30, 2003. Their report is included
in the financial section of this report.

Awards

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to West
Virginia Public Employees Insurance Agency for its comprehensive annual financial report
for the fiscal year ended June 30, 2002. In order to be awarded a Certificate of
Achievement, a government must publish an easily readable and efficiently organized
comprehensive annual financial report. This report must satisfy both generally accepted
accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our
current comprehensive annual financial report continues to meet the Certificate of
Achievement Program’s requirements and we are submitting it to the GFOA to determine
its eligibility for another certificate.

Acknowledgments

Special thanks are extended to Governor Bob Wise, for his support in stressing the
importance of fiscal responsibility and financial reporting. Acknowledgement is also
given to the Legislature and its leadership, whose continued support will promote the
future success and stability of the program. Finally, this report would not have been
possible without the dedication and effort of PEIA’s Director, Tom Susman. Respectfully,
we submit the Comprehensive Annual Financial Report for the West Virginia Public
Employees Insurance Agency for the year ended June 30, 2003.

Sincerely,

z //%

Jason A. Haught, CPA
Chief Financial Officer
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Certificate of
Achievement
for Excellence
in Financial
Reporting
Presented to
West Virginia
Public Employees

Insurance Agency

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2002
A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement

systems whose comprehensive annual financial

reports (CAFRs) achieve the highest

standards in government accounting
and financial reporting.
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\\‘Hi\lm B President
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Executive Director
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PROTECTING OUR HEALTHCARE

Governor Wise championed legislation to ensure the
accessibility, affordability and stability of the health
care system in West Virginia. He signed a medical
liability reform bill to make West Virginia a state
that has economic incentives for doctors to stay in
West Virginia, start practices and raise families.
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El ErnsT & YOUNG

Report of Independent Auditors

Board of Directors
West Virginia Public Employees Insurance Agency

We have audited the accompanying statement of nel assets of the West Virginia Public
Employees Insurance Agency (PEIA)Y as of June 30, 2003, and the related statements of
revenues, expenses, and changes in net asset and cash flows for the year then ended. Thesse
financial statements are the responsibility of PEIA’s management. Our responsibility is (o
cxpress an opinion on these financial statements based on our audit. The financial statements of
FELA for the veer ended June 30, 2002, were aodited by other auditors whose report dated
September 21, 2002, expressed an unqualified opinion on those statements,

We conducted our audit in accordance with auditing slandards generally aceepted in the United
States and the standards applicable to financial audits contained in Governmeni Awditing
Standards, issued by the Comptroller General of the United States. Those standacds require that
we plan and perform the audit to obtain reasonable assurance about whether these financial
statements are free of material misstatcment. An audit includes cxamining, on & test basis,
cvidence supporting the amounts and disclosures m the financial statements, An audit also
includes assessing  the accounting  principles used and significant estimates made by
management, as well as evaluating the overall financial statcment presentation. We believe that
our audit provides a reasonable basis for our opinion.

Im our opinion, the 2003 financial statements referred o above present fairly, in all material
respects, the financial position of PELA at Tune 30, 2003, and the results of its operations and its
cash flows for the year then ended in conformity with acecunting principles penerally accepted
in the United States,

In accordance with Goversiment Anditing Standards, we have alse (ssued a report as of and for
the vear ended June 30, 2003, dated September 22, 2003, on ouwr consideration of PEIA s intemnal
contral over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts and grants. That repoet is an integral part of an audit performed in
accordance with Geoversiment Auditing Standards and should be read in conjunction with this
report in constdening the resulls of our fscal vear 2003 awdit.

The management discussion and analysis on pages 13 through 17 and the unaudited supplemental
schedule of Ten-Year Cloims Development Information on page 34 are not 2 required part of the
basic financial statements, but are supplementary information reguired by GASB., We have
applied certain limited procedures to the management discussion and analvsis on pages 13
through 17 and the Ten-Year Claims Development Information on page 34, which consisted

A Memiber Praciios of Emst & Yoong Globs Il
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principally of imguines of management reganding the methods of measurement and presentation
of supplementary information. However, we did not audit the information and express no
opinion on it

We did not andit the data included in the introductory and statistical sections of this reporl and,

accordingly, we cxpress no opinion on them.
émwt - MLLP

September 22, 2003

12
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Westl Virginia Public Employees Insurance Agency
Management's Discussion and Analysis

Year ended June 30, 2003

This section of the annual financial report of the West Virginia Public Employees [nsurance
Agency (the Plan) presents a discussion and analysis of the Gnancial performance of the Plan for
the wear ended Tune 30, 2003, Please read it in conjunction with the basic financial statements,
which follow s section.

OYERYIEW OF THE FINANCIAL STATEMENTS

The Plan’s basic financial statements are prepared in accordance with accounling principles
generally secepted in the United States of America for governmental entitics and inserance
enterprises where applicable. The primary purpose of the Plan 15 to provide group health and
preseription drug insurance for the employees of state ageneies, colleges and universities, counly
schoa] boards and other governmental units as set forth in the West Virginia Public Employees
Insurance Act of 1971 as amended. The Plan aperales in a manner similar (o any other insurance
company. The Plan is an enterprise fund of the state of West Virginia and is combined with other
similar funds to comprise the enterprise funds of the state of West Virginia. The basic financial
statements are presented on the accrual basis of accounting. The three basic financial statements
presented within the financial statements are as follows:

Sratement of Nef Asgels—This statement presents information reflecting the Flan's assets,
habilitics, and nct assets, Net assets represent the amount of total assets less total liabilities.
The staternent of net assels 15 categorized as to current and noncurrent assets and liabilitics,
For purposes of the basic financial statements, current assets and liabilities are those assets
and liahilitics with immediate liquidity or which are collectible or become due within 12
meonths of the statement date.

Statement of Revenues, Expenses and Changes in Mer Assers—Thiz statermnent refiects the
Plan’s operating revenues and expenses, as well as nonoperating revenues during the
operating year, The major seurce of operating revenues is premium income, while major
expense areas include medical and preseription drog claims costs. The change in net assets
for an enterprise fund is similae to net profit or loss for any other insutance company.

Statement of Cashi Flows—The statement of cash flows is presented on the direct method of
reporting which reflects cash flows from operating, capilal, and investing activities. Cash
collections and payments are reflected in this statement (o arrive at net increase or decrease
in cash for the fiscal year,

West Virginia Public Employees Insurance Agency



2003 Comprehensive Annual Financial Report

West Virginia Public Emplovees [nsurance Agency

Management's Discussion and Analysis (continued)

FINANCIAL HIGHLIGHTS

The following tables summarize the financial position and the resulis of operations &= of and for
the years ended June 30, 2003 and 2002,

Percentage
June 30 Increase Increase
2003 2002 {Decrense)  (Decrease)
Cash and cash equivalents 119019129 § 910169031 5 27850098 30.5%
Premiums recelvable 19,127,688 14,634,547 4,493,141 30.7
Orther current assels 6,559,431 4 875085 |,684. 346 346
Total current asseis 144,706,248 110,678,663 34,027 .5385 30.7
Cash and cash equivalents:
premium stabilization fund 1,350,738 |, 698, 206 (M7 468 (20.5)
Fumiture and equipment, net 114,759 160,731 (45.942)  (25.4)
Total assets 146,171,775 112,537,600 33,634.175 299
Claims payable 60,954,556 62,302 297 {1,437.741) (2.3)
Crther current liabalitics 9.045,758 7506, 397 1,13%.3061 14.4
Total current liabilities 70,000,314 70,298,694 (2OE380) {0.4)
Mot assets - invested in capital
asgels 114,789 160,731 (45,942} (28.4)
Met assets - unrestricted 76,056,672 42,078,175 3397847 26.5
Total net assets F 76071461 5 42238906 & 33931555 B0.3%
14
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West Virpma Public Employees [nsurance Agency

Management's Discussion and Analysis (continued)

Fercentage

Yoears ended June 30 Increass Increase

2003 2002 iDecrease)  {Decrease)
et PremiLn TEvenis ¥ 438,072,864 % 366, T0L38E F TLAT7L476 19.5%,
Administrative fees, nat 4,766,910 4,036,388 11,522 24
Total operating revenue 442,839,774 A71,357.776 TLARL 998 19.2
Claims expense 389,312,256 379,258,215 0,054,041 27
Administrative service fees and

other expense 21194674 16,530,016 4,663 058 282

Total cperating expenzes 410,506,930 395,789,831 14,717,099 3.7
Operaling income (loss) 32,332,844 (24,432 055) 56764899 (232.3)
Met investment incoms 1,590,711 3,099 867 (L300 0156)  {(d45.4)
Supplemental appropriations - 5800000 (580000000 (104L0)
Change in nef assets 33,932,555  (15,532,188) 49464743 [318.5)
Met assets, beginning of year 42,258,906 37,771,004 {15,532,188) (269
Met assets, end of vear _§ 76171461 5 42238906 % 33933555 80,3

Met assets at year ended June 30, 2003, have increased by approximately 534 million in
comparison e the previous vear-end amount. This increase resulted primarily trom the operating
income carned during the year,

Cash and coash eguivalents, exclusive of the premium stabilization fund, increased by
approximately 328 million during the year primarily due to the cwrrent year income less the
funding of higher levels of premiums and prescription rebates receivable plus the proceeds of
other assets liquidated.

The premium stabilization fund, which represents cash received from optional life insurance
dividends coliseted, decreased by approximately 5.3 million during the year as the result of the
use of these funds to reduce opticnal life insurance premiuwm ratcs charged to the policyholders,

Claims pavable decreased approximately $1.4 million primarily dee to a decrease in hospital
reimbursement rates and a somewhat faster ¢laims processing timetframe.

West Virginia Public Employees Insurance Agency
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West Virginia Public Employees Insurance Agency

Management’s Discussion and Analysis (continued)

Other current liabilitics have increased by approximately 1.1 million due o an increass in non-
claims related accounts pavable and other liabilities.

The approximate 71 million increase in net premicm révenne was pritnacily the result of
increases in health insurance premioim rates, overall increases in health insurance enroliment of
approximately 1,100 policyholders less an ingrease of approximately 5 million in payments Lo
managed care organizations and life insurance premioms. Other operating revenue reflects the
overall mcrease in enrollment.

Medical and prescoption drug cleims expense comprises approximately 93% of the Plan’s total
expenses, Claims expense increased approximately $10 million or approximately 2.7% over the
prior vear. Medical claims decreased approximately $1.7 million or (6% under the previous year
and preseription drug claims increased approximately $11.7 million or 11%. Total trends
associated with these increases. after adjustments to exclude the effect of cnrollment increases,
were -0.3% for medical claims and 11.1% for drug claims, The negative medical trend 15
primarily the result of State legizlation which directed higher reimbursement levels and greater
funding for the State’s Medicaid program along with a reduction in PELA reimbursement levels.
The current year drug trend is well below the national levels as a result of PEIA’S achievement
of much larger prescription drug rebates, 2 deeper usage of generic drugs and a more tightly
controlled wtilization program.

Administrative secvice fees and other expenses accounted for 3% of the Plan’s total expenses.
These costs increased 34,7 million or 28% above the previous year, Effective with plan year
2003, PETA structured a now arrangement with its prescrphon benefit manager which resulted in
substentially higher sdministrative service fees in exchanpe for the full and undivided
prescription rebates camed from the various drog manufacturers. This arrangement was the
principal reason for an increase of approximately $3.5 million in administrative service fees. In
addition, PELA increased its spending on wellness and discase management by approximately
#(r.4 million, increased the size of its staff and incurmed a higher usage of outside professionals in
arder to better serve its membership and better control costs.

As previously mentioned, the Plan expenienced an incresse of approximately 534 million or
BL3% in total net assets for the year ended Jupe 30, 2003, The premium rates adopted for the
vear wers based on assumptions used in developing the financial plan for the year ended June
30, 2003, which refleeted an cxpected increase in total net assets of approximately 58.1 million.
However, total claims costs for the vear totaled $23 million less than the forecast and resolied in
a substantial improvement in operating resulis.
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Management's Discussion and Analysis (continued)

ECONOMIC CONDITIONS

After allowing for the contnbution to retivees healtheare cost which is included in the active
policyholder premiom amount, the Plan's average active employee family monthly preminm cost
is $632.00 compared to the national average cost of 3733330 Tt should be noted that the Plan's
maonthly premium cost above has not been adjusted to reflect the 534 million earned during the
wear that will be used Lo miligate future preminm increases,

The rate of healthcare inflation has a direct impact on medical costs and the associated premiom
rates charged by the Plan: For the annual period which ended in the spoing of 2003, employer-
sponsercd health insurance cost rose 13.9% nationally. Dunng the same period the owverall
inflation rate held to 2.2% and wape gains for non-supervisory workers moved up 3.1%. Such
increases in healthcare costs place a substantial burden on all emplovers as they struggle through
these slow economic times.

Due to an anticipated continuance of healthcare inflation, the Flan placed premium rate incresses
into cffect beginming July 1, 2003, which are expected to produce additional revenues of
approximately $68.3 million for the vear.

CAPITAL ASSET AND LONG-TERM DEBT ACTIVITY

The Plan has minimal capital assets that are not fully depreciated and has no long-term debt.

17

West Virginia Public Employees Insurance Agency



2003 Comprehensive Annual Financial Report

West Virginia Public Employees Insurance Agency

Statements of MNel Assets

June 3
2003 2002
Assets
Current assels:
Cash and cash equivalents $ 119.019,129 F 91,169031
Premiums receivable:
Die from State of West Virginia 3,705,041 3,930,444
Cther, less allowance for doubiful aceounts of
SESL,000 and 51,000,000, respectively 15,422,647 10,608,103
Aceounts receivable:
Provider refunds, less allowance for doubtful
accounts of 5344000 and $225,000, respectively 449 261 1,073,811
Prescription rebates 5,377,314 2441716
Other 731,841 1,359,558
Total current assets 144,706,248 110,678,663
Moncurrent assels:
Cash and cash equivalents: premiwm stabilization fund 1,350,738 1,668,206
Furnityre and equipment, net of accumulated
depreciation of 5486,350 and $398,017, respectively 114,789 160,731
Total assets 146,171,775 112,537,600
Liahilities
Current habilities:
Claims payable 60,954,556 62,302,297
Accounts pavablc 5,658,850 4,482,151
Deterred revenue 2,212,693 2583014
Oher acerued liabilities 1.174.215 40,632
Total current liabilities T0000.314 T0,298 694
Met assets
Invested in capital assets, net of related debt 114,789 160,751
Unrestricted To,056.0672 42,078,175

Total net assets

See LI'{.'I'.'I‘.-'?H!J{.I."!_'I-"J'J‘IK HMHEN.

76,071,461

§ 43 X38.006

West Virginia Public Employees Insurance Agency
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Statements of Revenues, Expenses, and Changes in Wet Assets

Years ended June 30
2003 02

Operabing revenues:

Premiums 5494 803,110 5 418.6063,654

Less:

Pavments to managed care organizations (50,336,032 (46818024
Life reinsurance premiums (6,394,214) (5.144.232)

Mel premium revenues 438,071 864 366,288

Administrative foes, net of refunds 4,766,910 4 656,188
Total operating revenues 442,839,774 371357776
CIperating expenses:

Claims expense, nct IR 312,256 ATo 258215

Adminmistrative service foes 14,444,565 10,517,542

Other expanses ____&750.109 Ju614,074
Total operating expenses 410,506,930 395,789,831
Cperating income (loss) 32,332,844 (24,432,055
Monoperaling revenues:

Inwvestinent inceme, net of fees 1,599,711 3,059 867

Supplemental approprations - S.B00,000
Change in net asscts 33,932,555 (15,532,188)
Met assals at beginning of vear 42,238,906 ST.071.004
Met assets at end of vear S Te171461 % 42238906

See arcompanying aokes.
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Statemnents of Cash Flows

Cash flows from operating activities
Cash received from customers

Cash received from pharmacy rebates
Cash paid to employess

Cash paid to suppliers and others
Cash paid for claims

Met cash provided by (used in) operabing activities

Cash flows from noncapiral financing activities
Supplemental appropriations
Met cash provided by noncapital Anancing activibies

Cash flows from capital and related financing activities
Cash purchases of firniture and cguipment
Met cash wsed in capital and related financing activitics

Cash flows from investing activities
Cash received from investment earmings (net)
Met cash provided by investing activities

Met increasze (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Years ended June 30

2003

2002

% 435,981,532

5 304,143,940

8,516,011 5,728,208
(1,842,206)  (1.453,287)
(17,444,413)  (16,615,811)
(399,566,008) (382,207,300
25944916  (30,406,250)
d 5,800,000

7 5,800,000
(41,997) (33,001)
(41,997 (33,001)

1,599,711 3,099,867

1,599,711 3,099,867
27.502,630  (21,539,474)

92,867,237 114,406,711

5 120.369.867

3 82Ra7.237
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statements of Cash Flows (continued)

Years ended June 30

203 2002
Reconciliation of operating income (loss) to net cash
provided by (used in) operating activities
Operating income (foss) 8 32332844 5 (24.432.055)
Adjustments
Depreciation 87,939 93 891
Decrease (increase] in operating assets:
Premium receivable (4,724,544) (44,023,395)
Due from State of West Virginia 231,403 (2,605,219)
Provider refinds 624,550 944 016
Prescription refunds (2,935,613} (109.510%
Other 626,717 (1,359,558)
Increase (decrease) in operating liabilities:
Claims payable (1,437,741} 10,021,123
Aceounts payable 1,176,659 [3,343,543)
Premium deficiency reserve - (7,242,000)
Dreferred revenue (370,921) 1,523,575
Other acerued liabilitics 333,583 126,425
Total adjustments (0. 387,928) (5,974,195}
Met cash provided by (used in) operating activities § 25944916 3 (30,406,250)

See aocompanying notes,

West Virginia Public Employees Insurance Agency



2003 Comprehensive Annual Financial Report

West Virginia Public Employees Insurance Agency
Motes to Financial Statements

Years ended June 30, 2003 and 2002

1. Reporting Entity

The State of West Virginia Public Employees Insurance Ageocy (PELIA) was established under
the Public Emplovees Insurance Act of 1971 (Act). PEIA is an agency of the State of West
Yirginia and, accordingly, is reported as an enterprise fund of the primary government in the
State’s Comprehensive Annual Financial Report (CAFR).

PELA provides the following basic employee benefit coverage to all participants: hospital,
surgical, group major medical, basic group life, accidental death and prescription drug coverage
for active and retired emplovees of the State of West Virginia (State) and varous related Statc
and non-State agencies. Additionally, all participants may elect o purchase additional life
insurance under the optional life insurance policy. All premium rates are established based upon
projected coverage costs as reviewed and approved by the Finance Hoard of PEIA. Sce
“Budgetary Requirements™ for further discussion of this process. PEIAs enrollment consists of
approximately 102,000 health and basic life insurance policyholders, and 14,000 policyholders
with life insurance only. PELA insures approximately 219,000 individuals, including participants
and dependents,

The financial statements of the PEIA are intended to present the financial position, and the
changes in financial position and cash flows of only that portion of the business-type activities of
the State of West Virginia that is attributable to the transactions of the PELA. They do not
purport to, and do not, present fairly the financial position of the State of West Virginia as of
June 3, 2003, and the changes in s financial position and its cash Aows for the year then ended
in conformity with accounting principles generally accepted in the United States of America,

2. Summary of Significant Accounting Policies
Basis of Reporting

PEIA operates as an insurance enterprise fund. Accordingly, the financial statements of PELA
hiave been prepared on the accrual basis in conformity with accounting prineiples generally
accopted in the United States of America for governmental entities as prescribed or permitted by
the Governmental Accounting Standards Board (GASB). Revenues mainly are derived from
preminms earned net of related reinsurance premivms, plus administrative foes billed, Expenses
consist primarily of claims, administrative service fees, and varioous general and administrative
costs. In Seplember 1993, GASE 1ssued Statement Mo, 20, Accownting and Financial Reporting
Jor Bropricrary Funds and Other Governmenral Emntities That Use Propriesary Fund Accounting.
As permitted by the Statement, PELA has elected not o adopt Finaneial Accounting Standards
Board (FASB) statements and intarprefations 1ssued after Movember 30, 1989, unless GASB
specifically adopts such FASH statements or interpretations,

P
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MNotes to Financial Statements {continued)

2. Summary of Significant Accounting Policies (continued)
Adoption of GASE 34 and Related Statements

In Jume 199%, the GASBE issued Statement No. 34, Basic Fimamciof Srorements - and
Marapement s Discussion and Analvsis - for State and Local Governments, The GASB has also
issued several related statements, including Statement 33, dccounting and Financial Reporting
Jor Nonexchange Tramsaceions, Statement 36, Recipiens Reporting for Cerain Shared
Nomerchange Revenwes, Statement 37, Basic Financial Statements - and  Managemene's
Discussion and Amalvsis - for State and Local Governments: Ooaibug, and  Statement 38,
Certain Finoweial Statement Note Disclosures, These statements established financial reporting
standards for state and local povernments by revising the basic fnancial statement requirements
and also requiring a management’s discussion and analysis to introduce the basic financial
statements and to provide an analytical ovenview of the entity's finaneial activities, PELA
adopted the provisions of these statements beginning with the fiscal year ended June 30, 2002,
consistent with the State of West Virginia's adoption period. Because PELA is an enterprise fund,
tke adoption of GASE Statement No. 34 and related statements did not have a material effect on
reported operations or net assets; however, the adoption of the Statement did result in certain
changes in the financial statements, including repoerting & statement of net asseis as opposed o a
balance sheel and reporiing net assels as opposed W retained earmings, as well as other
differences.

Use of Estimates

The preparation of financial statements in conformity with accounting prineiples generally
aceepled in the United States of America requires management to make certain estimales and
assumpticns that affect the amounts reported in the financial statements and accompanying
notes. Actual resules could differ from management’s estimates.

Budgetary Requirements

The Act requirss the Finance Board of PEIA to prépare a proposed annual financial plan. The
plan must be designed to generate sufficient revenues to meet all expected expenses, incluoding
insurance, administrative expenscs, and incorred but worcported claims of the PEIA, An
independent professional actuary must review the plan and give an opinion stating that the plan
may be reazonably expected o generate sufficient revenue to meet estimated insurance claims
and administrative expenscs. The financial plan must be presented to the governor and the
legislature no later than January 1, prior to the beginning of the new plan year.

=
(i
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Motes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

The PEIA Finance Board establishes PELA premiums based upon ils approved annwal Anancial
plan, The fingneial plan projects the anticipated cests of the program for each fiscal year and the
premium levels necessary w meet these costs, Any vanances between projected and incurred
costs are incorporated into subsequent financial plans and subsequent premiums are adjusted
accordingly on & prospective basis. Premiums assessed by PELA are not subject to retroactive
adjustment based upon actual costs incucred.

Cash and Cash Equivalents

Cash and cash equivalents ara short-term investmenls with original maturities of ™) days or less.
Cash and cash equivalents principally consist of amounts on deposit in the State Treasurer’s
Office (ST that are pooled funds managed by the West Virginia Investment Management
Board {IMB). In addition, PEIA makes interest-earning deposils in certain investment pools
maintained by IMB that are available to PELA with overnight notice. Interest income from these
investments 15 prorated to PETA al rates specified by IMB based on the balance of PEIA's
deposits maintained in relation to the total deposits of ali state agencies participating in the pool.
Because these assets are held in the IMB investment pools, no other disclosures related to credit
or market risk are required. However, market risk exisis as the value of the investment pools
underlying investment asscts may decline because of an increase in interest rates or a decline in
stock prices. The carmving value of the deposits reflected in the financial  statemcnis
approximates fair value and approximates the value of the shares in the external investment pool.

The ST has statutory responsibility for the daeily cash management activitics of the State’s
agencies, departments, boards, and commissions. The STO determines which furnds Lo transfer (o
the IMB for investment in accordance with the West Virginia Code, policies set by the IMB, and
provisions of bond indentures and trust agreements when applicable. The IMB is governed by a
13-member Board of Trustees. The Governor, the State Auditor and the Stale Treasurer are
members of the Board and the other members are appointed by the Governor. The Board was
formed in 1997 (o serve as the Trostee to hold certain public pension funds and insurance funds,
as well as o provide prudent fiscal administration, investiment, amd management of the
Consalidated Pension Fund and the State’s operating funds.

Premiums Receivable

All premivms receivable are reported at their gross premiuvm valee dee from employers and
individual subscribers. The gross value is then reduced by the estimated portien that is expected
to be uncollectible based vpon management’s review of the payment status of the underlying
accounts and other eeonomic factors that are deemed necessary in the circumstances,
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MNotes to Financial Statements (continued)

X, Summary of Significant Accounting Policies (continued)
Accounts Receivable

Accounis receivable include overpayvments made by third-party administrators which are due o
PEIA and estimated prescription refunds and rebates which are due PEIA from third-party
administrators and other drug companies. The estimated prescription refunds/rebate receivable
estimate is based upon estimated prescription claim count and historical average rebate per
claim. These reccivables have been reduced by the estimated portion that is expected to be
uncollectible based upon management’s review of the payment status of the underlying accounts
and other economic factors that are deemed necessary in the circumstances,

Furniture and Eojuipment

Furniture and equipment with an initial cost of $1,000 or greater are recorded at cost. PEIA has
assigned a usefi] life of three o Gve years for the furniture and equipment, Depreciation expense
is computed using the straight-line method.

Claims Payahle and Expense

The liability for wnpaid prefermed provider benefit (FPB) claims and claims processing cosis is
based on an actuarial estimate of the ultimate cost of settling such claims incurred as of the
balance sheet date (including claims reported and in process of seitlement, claims reported but
mot vet processcd for settlement, and claims incurred bot sot yet reported or processed for
seftlement). The estimated actuarial liability reflccts certain assumptions, which include such
factors as enrollment, utilization, inflation, and other societal and economic fctors. Adjustments
to the estimated actuarial lability for the final settiement of claims will be reflected in the wear
that the actual results of the scttlement of the ¢laims are made and are known. The estimated
lighility is adjusted annually based on the most cueeent claim incurrence and claim settlement
history (see Note 5). Claims relating to participants in Managed Care Organizations (MCOs) as
well as claims relating to participants covered under the optional life insurance plan are not
considered in the lability as PEIA has no hability for the participants who elect such coverage,
Additionally, the estimated liabilily for unpaid claims and claims processing costs is recorded net
al amounts ceded to reinsurers for basic life benefits as management believes these reinsured
risks are fully recoverable. Howewver, in the event a reinsurer is unable financially te satisfy an
obligation, PEIA is responsible for soch lability. Claims expense 18 reported net of pharmacy
rebate income of $12,029.814 and 35,713,862 for the wears ended Junc 30, 2003 and 2002,
respectively.,

[ 5]
LA
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MNotes to Financial Statements {continued)

2. Summary of Significant Accounting Policies (continued)
Deferred Revenue

Deterred revenue incheded premium revenoes collected for future contract perieds s
uncxpended grant proceeds. These revenues will be recognized in the eperating peritds in which
they are eamed or related eligible prant expenditeres are incurmed.

Insurance Programs and Related Premium Revenues

PEIA offers the following types of coverage o its perticipants: health coverage through a self-
insured preferred provider benefit (PPR) plan, health coverage through external MCOs, and life
and accidental death and dismemberment (AD&D) insurance benefits under basic and optional
plans, PEIA colicets premiums for participanis in the FI'B plan and uses these premiums in the
adminmistration of the plan. Additionally, PEIA has the stzoutory authority o raise addilional
revenues in the form of preminms withouwt the need for external (legislative) action.

For participants who elect coverage through MCOs, PELA collects premiums from employers
and remits a capitation foe to an MCO carrier. The capitation fees paid by PEIA to each MCO
are in accordance with their respective conteacts. Benefits are the responsibility of each MCO
carrier. The preminms earned by PELA have been inchuded in gross premium revenue while the
capitation fees submitted to cach MCO carrier are reflected as payments to MCOs on the
financial statements.

Employees covered through FEIA are eligble to obtain life insurance coverage under basic and
optional life insurance plans. Basic life benefits and AD&D benefits of 310,000 are provided to
active State emplovees wnder the age of 65 at no cost to the employee. Coverage amounts
decrease with age. Mo ADE&ED benefits are available to retirees. Basic life benefils are available
to retirees with coverage ranging from $2,500 to 55,000 depending on age. For these basie life
benefits, PELA collects premiums and submits them to the insurance carrier. PELA has reinsured
1900% of these basic benefits; however, PELA remains contingently liable in the event the insurer
daes not honor its obligation. The premiums earmed for basic life insuranee are reflected in gross
premiums and the related amounts ceded to the reinsurer are reflected as life censurance
premiums on the financis] statements,

Active emplovees may elect to obtain additional optional coverage for both life and ADED with
coverage from 23000 wo $500,000 that decreases with age. Active employees may also elect
dependent optional life coverage and ADED at a level up to 520,000 per spouse and 510, per
child. Retirees may obtain optional life insurance coverage from 55,000 to £150,000 depending
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Notes to Financial Statements (continued)

L. Summary of Significant Accounting Folicies (continued)

on age; however, optional AD&D insurance is not available to retirees. Retirees may also el
dependent optional life coverage at levels up to 3200000 for spouse and 510,000 per child
Amounts eollected by PEIA from employees for optional coverage totaled 516,083,788 and
513,760,557 during the fiscal vears ended June 30, 2003 and 2002, rcspectively, and were
remitted directly to the cammier. In this instance, PETA funchions as an agent and, accordingly,
neither these preminms nor the refated costs are reflected in the financial statements.

Fovenucs include an administrative fee that PELA charges to all participating entities in the plan.
The fee is based on the participating entities’ number of emplovees enrolled in the plan.

Administrative Service Fees

PEIA comiracts with and pavs administrative service fees to two third-party administrators.
These services include processing of msurance claims, precertification reviews, wbilization
reviews, and various other duties. The majority of related fees are assessed each month based
upon the number of covercd participants or claims processed at predetcrmined rates without
regard to the period in which a claim is incurred, processed or settled.

Supplemental Appropriations

Supplernental appropriations represent legally authorized appropriations under West Virginia
State Code by the West Virginia Legislature,

Compensated Absences, Including Postretirement Benefits

Employees fully vest in all camed but unused annual leave and PETA aceruss for obligations that
may arise in conneclion with compensated absences for vacation at the current rate of employes
pay. In accordance with State personnel policies, employees vest in any remaining unused sick
leave only upon retirement, at which time any unused compensated absence time can be
converted into employer paid premiums for postretirement health care coverage through PELA,
or be converted into a greater retirement benefit under the State’s Public Employees’ Retitement
System. The estimated obligation for such henefits, as they relate only to those persons
emploved directly by PEIA presently or in the past. is recorded as a lLability in the
accompanying financial statcments,
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Motes to Financial Statements (continued)

2. Summary of Significant Accounting Policies {continued})
Operating Revenues and Expenses

Balances classified as operating revenues and expenses are those that comprise PEIA s ongoing
operations. Principal operating revenues include health insurance premivms, life insurance
premivms and insurance administration fees, less amounts paid to managed care organizations
and life insurance reinsurers. Operating expenses include the cost of medical claims, drog
claims, claims adjudication, administration and depreciation of capital assets. Other revenues and
cxpenscs are classificd as nonoperating in the financial statements.

Met Assets

Az required by GASB 34, PEIA displays nct assets in three components, if applicable: invested
in capital assets, net of related debt; restricted, and wnrestricted.

Invested in Capital Asseis, Net of Relared Debr—This component of net asscts consists of
capital assets, including restricted capital assets (if any), net of accumulated depreciation and
reduced by the outstanding balances of any bonds, mortgages, notes or other borrowings that
are sitributable to the acquisilion, construclion, or improvement of those assels.

Restricied Net Asseiv—Restricted net assets should be reported when constraints placed on
the net assets wse are either externally imposed (for instance, by creditors, laws or grantors)
or imposed by law through constitutional provisions or enabling legislation. Such constraints
limnit the PELAs ability to use the resources to pay cumment liabilities. When both restricted
and unrestricted resources are available for use, it iz the PEIA’s poliey to use restricted
resources first, then unrestricted resources as needed.

Uinrestricted Met Assers—Unrestricted net assets consist of net azsets that do not meet the
definition of “restricted” or “invested in capital assets, net of related debt™ In the
povernmental environment, nel assels are often designated 1o indicate that managemnent does
not consider them to be availsble for peneral operations. These types of constraints on
resources are internal and management can remove or medify them. Such  intcmal
designations are not reported on the face of the statement of net assets.

West Virginia Code section 5-16-23 requires the Finance Board of PELA to maintain a
reserve of 10% of projected plan costs for general operation purposes and provide fuiure plan
stability. Tn the event the reserve fund exceeds 15% of the actuarial recommended reserve of
201%% to 25% of total projected costs, the excess is to be remitted to the Department of
Administration. As of June 30, 2003, PELA has sufficient net azsets to comply with this code
section.  Additionally, there were no excess amounts due to the Depariment of
Administration.

West Virginia Public Employees Insurance Agency
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MNotes to Financial Statements (continued)

3. Cash and Cash Equivalents

Following iz & summary of PEIA’s cash and cash equivalents as of June 30;

a3 2000,
Cash deposited with IMB (cash liguidity pool):
Premium stabilization fund 5  1350,738 5 L9806
Other 105,045,697 85,508 623
Total cash deposited with IMB 106,396,435 37,206,800
Cash on deposit with State Treasurers Office 12,460,547 4,822,581
Deposits with outside fAnancial institutions 1,512 885 B37.757

5 120369867 F U2B67.23T7

PETA has funds on deposit with & local finaneial instintion to enable the third-party
administrators to process claims for PETA. As of June 30, 2003, the carrying amount of PEIA's
bank deposits was 51,512,885 and the respective bank balances totaled $5,288,311. Of the wtal
bunk balance, 52,287 was insured through Federal Deposit Insurance Corporation (FDIC). The
remaining 38,286,024 was collateralized with government-sponsored enterprise securities held
by the financial institution. These sccuritics ane held in the name of the financial institution and
not that of PEIA.

The administrators issue claims payments from these funds. Any funds in such accounts are the
assets of PELA unti] such time as claims payments are made, If the claims checks issued on these
aceounts exceed the funds currently on depesit, the resulting deliciency is the responsibility of
PELA. Interest i3 earned by PELA on the balances maintained in these accounts,

4, Premiom Stabilization Fund

The premium stabilization fund consists of accumulated dividends and interest on participant
optional life insurance policies. This account was established in 1979 for the sole purpose of
accunmilating optional life inswrance policy dividends and defraying fisture preminm increases,
Recause these amounts are designated intermally for this purpose, management does not intend
on using these resources for operations. For cash flow purposes, cash and cash equivalents
include $1,350,738 and %1,698.206 as of June 34, 2003 and 2002, respectively, related to this
fund.
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MNotes to Financial Statements {continued)

5. Unpaid Claims Liabilities

Az discussed in Mote 2, PEIA establishes a liability for both reported and unreported insured
events, which imclodes an estimate of futere payments of losses, The following represents
changes in those aggregate labilities, excluding the mmpact of the change in the premium
deficiency reserve, for PEIA for the vears ended June 30:

fin Thowsands)
Claims payable, beginning of year % 62392 §F 52371
Incurred claims expenses:
Prowvizion for insured events of the current year 303,862 79 582
(Decrease) inerease in provision for insured events of
prict years L 14,550) 6,218
Total incurred claims cxpense 389312 RO, 500
Pavmenis:
Claim payments attributable to insured events of:
Current vear 343,930 327451
Prior yoars 46,810 49,028
Total payments 390,749 iT6479
Claims payable, cod of wear 5 60,955 # 62.5492

6. Supplemental Appropriations

During the year ended June 30, 2002, PEIA received 55,808,000 from the State Depanment of
Administration, which was made available through supplementary appropriations as directed by
the West Virginia Legislature. The Public Employees Insurance Reserve Fund appropriations of
3,800,000 during the year cnded June 30, 2002, are appropriations from a reserve fund
eslablished by the Legislature under West Virginia State Code §5A-2-14a. This code scetion
established a “Public Employees Insurance Reserve Fund” funded by stattorily required
pavments from neost state agencies. Appropriations may, at the discretion of the Lepislatre, be
transferred from the Public Employvees Insurance Reserve Fund to PELA. No such appropriations
were received by PELA during the year that ended June 30, 2003,
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Motes to Financial Statements {continued)

7. Emplovee Benefit Plans

All full-time PELA employees are eligible to participate in the State of West Virginia Public
Employees Retirement System (PERS), a cost-sharing multiple-employer public emplovee
relirernent svstem. Emplovees who retire at or after age 60 with five or more years of
contributory service or who retire at or after age 55 and have completed 25 years of credited
service are eligible for relirement benefits as established by State statute. Retirement benefits are
pavable monthly for life, in the form of a straight-line annwity equal o two percent of the
employee’s final average salary, multiplied by the number of years of the employee’s eredited
service at the time of retirement, PERS also provides deferred retirement, carly retirement, and
death and disability henefits and issues an annual report which can be oblained by contacting
PERS.

Covered cmployees arc required to contribute 4.5% of their salary w PERS. PEIA is required o
contribute 9.5% of covered emploveess” salaries 1o PERS. The required employvee and employer
contribution percentages are determined by actuarial advisement within ranges set by stamute.
FEIA and cmploves contributions, hoth the statutorly required and actual contributions made,
for the three years ended June 30 are as follows:

2003 ) .
Emplover contributions {9.5%) $ 192,351 5 137,787 8 114,703
Employee contributions (4.5%) 91.114 (3,208 34,333
Total contributions § 283465 5 203055 5 169,036

&. Postemployment Benefits Other Than Pension Benefits

Upon retirement, an cmployee may apply unused sick leave or annueel leave, or both to reduce
their future insurance premivms paid o PELA or to obrain a greater benefic under PERS. The
estimated liability at June 30, 2003 and 2002, for sick leave postretirement benefits
approximating $270,667 and 3221635, respectively, 15 included in other acerued habilities in the
staternents of net assets. Dunng the vears ended June 30, 2003 and 2002, PELA disbursed 35,187
and 56,079, respectivelv, from the liability balances discussed above to fund health insurance
premiums for one and two of its retirees, respectively, who had elected to use their accurnuolated
leave time for health coverape.

3t
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West Virginia Public Employees Insurance Agency

Motes to Financial Statements {continued)

9, Risk Manarement

PEIA is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assels: errors and omissions; injuries to and illnesses of employees; and natural disasters.

Health insuranee coverage for PEIA s employees is available on a confributory basis through
PEIA programs. PEIA makes available the following basic employes henefit coverage (o all
participants; hospital, surgical, group major medical, basic group life, accidental death, and
preseriplion drug coverage for active and retired employees, Additionally, PEIA has obtained
coverage for job-related injuries through its participation in the Wesl Virginia Workers®
Compensation Fund, a public entity risk pool. Furthermore, PEIA parficipates in the West
Virginia State Board of Risk and lnsurance Management, a public enlity risk pool, to obtain
coverage in the amount of 51,000,000 per occurrence for general lability and property damage.
There have been no setllements that have exceeded this coverage in the last three vears,

10. Litipation

PEILA is engaped in various legal actions that it deems to be in the ordinary course of business.
FELA believes that it has adequately provided for probable costs of current litigation. As these
legal actions are resolved, however, PELA could realize positive and/or nepative impact to its
financial performance in the period in which these legal actions arc ultimately decided.

PElLA is the defendant in a dispule with its former prescription benefit manager (PBM]), which
esgentially maintains that PELA owes it approximately 33 million based wpon 2 shared savings
provision in the contract, FEIA is also the plaintiff in a dispute with its former PEM maintaining
the PBM did not live up to their contract and owes PELA damages in an unspecified amount. The
ultimate outcome of this matter cannot be determined at the present tme. In the opinion of
management, after consultation with legal counsel, resolution of this matter is not expected 1o
have a material adverse effect on net assets.
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Ten-Year Claims Development Information (Unandited)
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Statistical Section

The West Virginia Public Employees Insurance
Agency received the Innovation Award from the
Council of State Governments for its Multi-State
Pharmacy Benefit Management Service known as
RxIS. RxIS is a state partnership program that
aggregates drug purchasing powers for a single
pharmacy benefit manager to lower the unit costs
for services provided and allows states in the
partnership group to enter into a relationship to
increase their negotiating power when seeking
prescription drug services.
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Table 1

Operating Expenses
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Source: Financial Statements/Internal Claims Data
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Assets
Current Assets

Cash and cash equivalents

Accounts receivable:
Due from State of West Virginia
Other, net of allowance for doubtful accounts

Total Current Assets

Non-current Assets
Furniture and equipment, net of accumulated
depreciation

Restricted cash-premium stabilization

Total Assets

Liabilities

Claims payable

Premium deficiency reserve
Accounts payable

Deferred Revenue

Other accrued liabilities

Total Current Liabilities

Net Assets
Invested in capital assets, net of related debt
Unrestricted

Total Net Assets

Table 2
Comparative Statement of Net Assets
Year Ended June 30

2003 2002 2001 2000
$119,019,129 $91,169,031 $110,799,153 $111,969,360
3,705,041 3,936,444 1,331,225 1,665,317
21,982,078 15,573,188 11,024,741 7,896,748
144,706,248 110,678,663 123,155,119 121,531,425
114,789 160,731 221,531 281,346
1,350,738 1,698,206 3,607,558 2,025,790
146,171,775 112,537,600 126,984,208 95,037,872
60,954,556 62,392,297 52,371,174 41,966,795
- - 7,242,000 -
5,658,850 4,482,151 8,885,733 2,757,534
2,212,693 2,583,614 - -
1,174,215 840,632 714,207 585,122
70,000,314 70,298,694 69,213,114 45,309,451
114,789 160,731 221,531 281,346
76,056,672 42,078,175 57,549,563 49,447,075
$76,171,461 $42,238,906 $57,771,094 $49,728,421

Source: Financial Statements
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1999 1998 1997 1996 1995 1994
$109,959,918 $116,867,509 $120,726,616 $114,577,047 $108,786,567 $108,827,481
6,375,786 5,909,807 10,986,255 7,165,849 - -
7,069,711 6,713,069 13,457,896 8,999,706 15,952,010 10,994,939
123,405,415 129,490,385 145,170,767 130,742,602 124,738,577 119,822,420
295,313 208,452 72,283 63,882 80,999 92,790
—— 976,343 924,669 875,785 828,019 784,694
47,567,105 47,424,222 69,484,812 81,865,987 67,826,081 77,878,825
40,605,000 49,890,000 52,703,000 52,934,000 31,411,000 39,463,000
- 2,560,000 13,900,000 - - -
878,539 10,767,903 11,640,746 2,221,767 1,578,210 2,237,912
901,001 196,395 127,579 115,054 499,054 145,972
42,384,540 63,414,298 78,371,325 55,270,821 33,488,264 41,846,884
295,313 208,452 72,283 63,882 80,999 92,790
4,887,252 (16,198,528) (8,958,796) 26,531,284 34,256,818 35,939,151
$5,182,565 ($15,990,076) ($8,886,513) $26,595,166 $34,337,817 $36,031,941
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Table 3

Comparative Statements of Revenues, Expenses and Changes in

Net Assets
Year Ended June 30
Operating Revenues 2003 2002 2001 2000
Premiums $494,803,110 $418,663,654 $396,494,659  $380,081,007
Less:
Payments to managed care organizations (50,336,032) (46,818,034) (71,609,138) (70,757,209)
Life reinsurance premiums (6,394,214) (5,144,232) (5,047,339) (4,540,875)
Net premium revenue 438,072,864 366,701,388 319,838,182 304,782,923
Administrative fees, net of refunds 4,766,910 4,656,388 4,612,838 3,952,384
Net operating revenues 442,839,774 371,357,776 324,451,020 308,735,307
Operating Expenses
Claims expense 389,312,256 379,258,215 316,219,643 253,771,160
Administrative service fees 14,444,565 10,917,542 11,471,003 9,316,764
Other operating expenses 6,750,109 5,614,074 5,283,378 5,247,246
Total operating expenses 410,506,930 395,789,831 332,974,024 268,335,170
Operating Income (loss) 32,332,844 (24,432,055) (8,523,004) 40,400,137
Non-operating Revenues
Investment income, net of fees 1,599,711 3,099,867 6,565,677 3,145,719
Supplemental appropriations — 5,800,000 10,000,000 1,000,000
Other revenue - - - -
Change in Net Assets 33,932,555 (15,532,188) 8,042,673 44,545,856
Net Assets, Beginning of Year 42,238,906 57,771,094 49,728,421 5,182,565
Net Assets, End of Year $76,171,461 $42.238.906 $57,771,094 $49,728,421
Source: Financial Statements
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1999

1998

1997

1996

1995

1994

$365,771,569

$321,955,257

$309,463,427

$293,022,029

$283,193,465

$280,391,909

(69,713,292) (81,392,367) (85,331,092) (62,874,260) (18,865,122) ---
(4,488,068) (4,467,264) (4,738,484) (4,482,996) (12,354,667) (11,551,867)
291,570,209 236,095,626 219,393,851 225,664,773 251,973,676 268,840,042
3,101,354 3,025,674 2,443,298 2,142,011 2,004,976 1,894,005
294,671,563 239,121,300 221,837,149 227,806,784 253,978,652 270,734,047
263,947,359 238,423,500 234,821,774 224,420,109 241,840,981 237,979,638
9,186,157 8,229,978 9,502,029 10,728,050 11,746,038 11,618,986
5,190,317 3,887,511 5,846,761 4,919,411 3,904,858 3,434,770
278,323,833 250,540,989 250,170,564 240,067,570 257,491,877 253,033,394
16,347,730 (11,419,689) (28,333,415) (12,260,786) (3,513,225) 17,700,653
1,274,911 766,126 569,736 395,135 354,780 382,200
3,550,000 3,550,000 --- --- --- ---
--- --- 300,000 --- 1,464,321 ---
21,172,641 (7,103,563) (27,463,679) (11,865,651) (1,694,124) 18,082,853
(15,990,076) (8,886,513) 18,577,166 38,460,817 36,031,941 17,949,088
$5,182,565  ($15,990,076) ($8,886,513) $26,595,166 $34,337,817 $36,031,941
Note:  Prior period adjustments were made in fiscal years 1996 and 1997 due to the correction of an error

and implementation of GASB 30. As a result, retained earnings balances do not carry forward in
the above table for those years.
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Table 4

Source of Premium Revenues
(State Fund Only)
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Source: Actuarial Financial Reports
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Table 5

Enrollment

The following tables depict PEIA’s enrollment for the past seven years. These tables illustrate the growth of

the retiree population and the total population, as well as the peak of managed care enrollment in 1997 and

the subsequent decline excepting 2003.

2003 2002 2001 2000 1999 1998 1997 1996
Active Lives 72,120 71,419 70,751 70,533 70,483 71,019 71,705 71,165
Retirees 29,349 28,920 28,480 27,789 27,035 26,004 25,128 24,907
Total Enrollment 101,469 100,339 99,231 98,322 97,518 97,023 96,833 96,072
2003 2002 2001 2000 1999 1998 1997 1996
PPB Enrollment 90,056 90,083 82,664 80,436 79,245 74,216 73,009 77,470
MCO Enrollment 11,413 10,256 16,567 17,886 18,273 22,807 23,824 18,602
Total Enrollment 101,469 100,339 99,231 98,322 97,518 97,023 96,833 96,072

Source: Information compiled from the Public Employees Insurance Agency’s internal data.

West Virginia Public Employees Insurance Agency

41



2003 Comprehensive Annual Financial Report

Table 6

Average Cost Per Member Per Month

Medical
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Table 7

Trends
(Average Cost Per Member Per Month)

Medical
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Table &

Top 10 Prescription Drugs

National
Sales ($ Billions)
LIPITOR 6.5
ZOCOR 4.2
PREVACID 3.8
PROCRIT 33
ZYPREXA 3.1
EPOGEN 3.0
ZOLOFT 2.7
NEXIUM 2.6
CELEBREX 2.5
PRILOSEC 2.5

Source: IMS Health NPA+

PEIA

PEIA’s Annual % of Total Drug

Cost ($ Millions) Spend
LIPITOR 10MG 4.7 3.97%
LIPITOR 20MG 4.4 3.72%
PREVACID 3.2 2.70%
NEXIUM 3.1 2.62%
CELEBREX 2.5 2.11%
PLAVIX 2.4 2.02%
PRILOSEC 2.3 1.94%
FOSAMAX 1.9 1.61%
PRAVACHOL 1.7 1.44%
OMEPRAZOLE 1.6 1.35%

Source: PEIA Claims Detail
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Table 9

Top 10 Diagnostic Categories by Claims Paid
Diagnostic Category Paid Claims Claims | %/paid
(in thousands)
Diseases of Circulatory System $38,001 223,198 | 14.02
Neoplasms $28,924 104,845 | 10.67
Systems signs and ill defined conditions $28,847 283,500 10.64
Musculoskeletal & connective tissue
disease $25,709 236,756 9.49
Diseases of digestive system $22,282 82,342 8.22
Diseases of genitourinary system $21,022 139,903 7.76
Supplemental factors influencing health
status $20,847 232,472 7.69
Injury and poisoning $20,496 131,158 7.56
Diseases of respiratory system $16,581 229,060 6.12
Diseases of nervous system & sense organs $12,817 127,611 4.73

Source: PEIA Monthly Healthcare Management Reports
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Table 10

Top 25 Participating Agencies
(as of June 30, 2003)

West Virginia University
Department of Transportation
Kanawha County Board of Education
Teachers Retirement Board
Department of Health and Human Resources
Public Employees Retirement Board
Berkeley County Board of Education
Wood County Board of Education
Raleigh County Board of Education
Marshall University
Department of Corrections
Cabell County Board of Education
Harrison County Board of Education
Monongalia County Board of Education
Mercer County Board of Education
Marion County Board of education
Supreme Court/Judicial
Putnam County Board of Education
Public Safety
Fayette County Board of Education
Wayne County Board of Education
Division of Natural Resources
Division of Environmental Protection
Logan County Board of Education
Jefferson County Board of Education

Source: Records of PEIA Premium Accounts
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